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Personal Financial Planners and the
AICPA’s Statement on Standards
for Valuation Services—Part I
Robert Reilly, CPA/ABV, MBA
In June 2007, the AICPA issued the
Statement on Standards for Valuation
Services No. 1 (Statement). The Statement
applies when any AICPA member (member)
performs an engagement to estimate the
value of a business, business ownership
interest, security, or intangible asset. The
Statement is effective for all engagements
to estimate value that a member accepts
after January 1, 2008.

This article, the first in a two-part series,
will discuss the Statement's content and
intent. The second installment, scheduled
for the next issue of Planner, will discuss
(1) when the Statement does and does not
apply to PFP services and (2) how a PFP
practitioner can effectively implement the
Statement guidance into his or her practice.
In response to government and regulatory
agency interest in valuation standards, the
Statement is intended to improve the con
sistency and quality of practice among
members who perform valuation services.
Members must comply with the Statement
whenever they perform a valuation engage
ment that results in expressing either (1) a
conclusion of value or (2) a calculated
value. In the Statement, a member who per
forms an engagement to estimate value is
referred to as a valuation analyst.

The Statement is not applicable (1) when a
member estimates a value as part of an
attest engagement, (2) when a client or
third party provides the subject value and
the member does not apply any valuation
approaches or methods, (3) to engagements

related to determining economic damages
(unless that determination includes an
engagement to estimate value), or (4) when
the Statement differs from published govern
mental, judicial, or accounting authority.

Engagement Acceptance
Considerations
Competence

The Statement indicates that the valuation
analyst must be able to gather and analyze
the information needed to perform the sub
ject valuation. The valuation analyst (1)
must be familiar with the generally accepted
valuation approaches and methods, and (2)
must use professional judgment in deriving
the value estimate. The analyst must also be
professionally competent as required by the
AICPA Professional Standards Rule 201A,
"Professional Competence."
Nature and Risk of the Valuation

In order to understand the nature and risks
of valuation services and the client's expec
tations, the Statement indicates that the
valuation analyst should consider factors
including the proposed terms of the valua
tion engagement, the client's identity, and
the nature of the interest and ownership
rights in the subject interest, including
issues of ownership control and lack of
marketability, among others.

Client Engagement Letter
The Statement strongly recommends a writ
ten understanding between the valuation
analyst and the client that includes the
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client's responsibilities, the valuation ana
lyst's duties, any assumptions and limiting
conditions, any scope restrictions, the appli
cable standard of value, the purpose and
nature of the engagement, and the type of
report to be issued. If the understanding is
oral, the valuation analyst should document
the understanding by suitable memoranda or
workpaper notations.

Two Types of Valuation
Engagements
The Statement allows for two types of
engagements to estimate value: a valuation
engagement and a calculation engagement. In
a valuation engagement, the valuation analyst
estimates the subject interest's value and is
free to select the appropriate valuation
approaches and methods to use. The analyst
expresses the results as a conclusion of
value, which may be either a single dollar
amount or a range of dollar amounts.

(where applicable and available) specified
lists of both financial and nonfinancial infor
mation. The Statement also requires the ana
lyst to obtain certain ownership information
about the subject interest.

Based on this information, the valuation ana
lyst can: (1) ascertain the type of ownership
interest (e.g., controlling ownership interest),
(2) understand the legal rights included with
(or excluded from) each subject intangible
asset, (3) understand the classes (and rights)
of equity ownership interests, (4) analyze the
different ownership interests of other owners
and assess the potential impact of those
interests on the subject interest's value, and
(5) understand any other matter that may
impact the subject interest's value (e.g.,
shareholder or partnership agreement, stock
transferability restrictions and limitations, and
intangible asset development rights).

Valuation Approaches and
Methods

In a calculation engagement, the valuation
analyst and the client agree on the valuation
methods and approaches to be used and the
extent of the procedures the valuation analyst
will perform to estimate the subject interest's
value. The valuation analyst expresses the
results as a calculated value, which may be
either a range or a single dollar amount.

In a business or security valuation, the
Statement indicates that the valuation analyst
should consider the income, asset-based, and
market approaches. In an intangible asset val
uation, the Statement indicates that the valu
ation analyst should consider the income,
cost, and market approaches.

The Valuation Engagement

Valuation Adjustments

In a valuation engagement, the valuation ana
lyst should (1) analyze the subject interest,
(2) consider and apply the appropriate valua
tion approaches and methods, and (3) pre
pare and maintain appropriate documentation.
In evaluating the subject interest, the
Statement requires the analyst to obtain

The Statement indicates that the analyst
should consider if valuation adjustments (i.e.,
price premiums or price discounts) should be
made to a pre-adjustment value. Examples of
valuation adjustments are (1) a discount for
lack of control and (2) a discount for lack of
marketability.
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Valuation Engagement Conclusion
of Value

determine the type, quantity, and content of
documentation.

Update Your Member Profile
Online

In determining the conclusion of value, the
Statement indicates that the valuation analyst
should:

The Valuation Report

You may now update your
member profile by visiting
www.aicpa.org and entering
the Membership Information
section from the homepage.
Note you will need your
AICPA.org user name and
password to access this area.

• Assess the reliability of the results under
the different valuation approaches and
methods using the information gathered
in the valuation engagement.
• Correlate and reconcile the results gath
ered from the different valuation
approaches and methods.
• Determine whether the conclusion of
value should reflect (1) the result of one
valuation approach and method only or
(2) a combination of the results of one
or more valuation approaches and
methods.
The Calculation Engagement

In conducting a calculation engagement, the
Statement requires the valuation analyst to
consider the following factors, at a minimum:
1. the client's identity
2. the subject interest's identity

3. the degree of ownership control and mar
ketability of the subject interest

4. the purpose and intended use of the cal
culated value
5. the intended users of the report and any
limitations on its use
6. the valuation date
7. the applicable premise of value
8. the applicable standard of value
9. the sources of information used in the cal
culation engagement
10. the valuation approaches and methods
agreed upon with the client, and

11. any subsequent events.

Documentation
Documentation is the principal record of the
data gathered and evaluated, the proce
dures conducted, the valuation approaches
and methods used, and the value conclu
sion. The Statement indicates that the ana
lyst should apply professional judgment to

A valuation report represents a written or
oral communication to the client about the
conclusion of value or calculated value of the
subject interest. The Statement allows two
types of written reports for the valuation
engagement—detailed and summary.

The detailed report provides sufficient infor
mation to enable intended users to under
stand the information, reasoning, and
analyses underlying the valuation analyst's
conclusion of value. It should disclose
whether or not the financial information
includes financial statements that were
reported on (e.g., an audit, review, or com
pilation in an attest engagement) by the
valuation analyst's firm. If the valuation
analyst's firm did not report on the financial
information, the report should include the
valuation analyst's statement that he or
she assumes no responsibility for the finan
cial information.
The detailed report's conclusion of value sec
tion should present a reconciliation of the val
uation analyst's estimate (or various esti
mates) of the subject interest's value. The
Statement provides an example of report lan
guage that may be used (but is not required)
in reporting a valuation engagement's results.

A summary report is structured to provide an
abridged version of the information that could
be included in a detailed report and thus does
not require the same level of detail as a
detailed report.
The Calculation Report

A calculation report is the only type of report
that may be used to report the results of a
calculation engagement. The calculation
report should identify: (1) any hypothetical
conditions used in the calculation agreement
(including the basis for their use), (2) any
assumptions and limiting conditions of the
engagement, (3) how a specialist's work was
used, (4) any application of the jurisdictional
exception, and (5) subsequent events (in cer
tain circumstances).

Continued on next page
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PFP Center Website Log In
Instructions: aicpa.org/PFP
1. Click the Log In link at the top
of the homepage.

2. Enter your AICPA.org or
cpa2biz.com username and
password.
3. If you do not remember your
username or password or have
not previously registered for the
site, go to aicpa.org and click
"Log In." Then click Forgot Your
Password?, Forgot Your
Username?, or Not Registered
Yet? to retrieve your access
information.

4. If you need assistance with
the log in process, contact
the AICPA Service Center
by sending an e-mail to
service@aicpa.org or calling
888.777.7077 (option #3
and then option #1).

The Oral Report

According to the Statement, an oral report
may be used in a valuation engagement or in
a calculation engagement. A valuation analyst
who gives an oral report should document its
substance in the workpapers.

Conclusion
The Statement is expected to benefit CPAs,
valuation clients, and parties that rely on
CPA-prepared valuation reports (e.g., bankers,
lawyers, investors, partners, judicial finders
of fact, taxing authorities, governmental regu
lators, and so forth). In the second installment
of this article, we will consider when and
how the Statement will apply to some com
mon planning analyses. These analyses
include structuring and implementing a
buy/sell agreement, insurance planning

(e.g., key-person, business interruption,
buy/sell agreement funding), gift and estate
tax planning, intergenerational wealth trans
fers, design of charitable gifting programs,
and planning for when/how to best sell the
closely held business.
About the Author: Robert Reilly, CPA/ABV,
MBA, is a managing director of Willamette
Management Associates in Chicago. He has
been the principal analyst on over 2,000 val
uations of businesses, business interests,
and intellectual properties in virtually every
industry and business sector. Robert has
authored over 300 professional journal arti
cles on valuation-related topics and is the co
author or co-editor of numerous professional
books. He is currently the valuation editor for
the ABI Journal and the intellectual property
editor for Valuation Strategies. Contact him at
rfreilly@willamette.com.

The 2008 PFP Conference: More
Advanced Topics, More Networking
Opportunities
Karen Goodfriend, CPA, MBA, PFS, CFP®
My name is Karen Goodfriend, and I am a
Principal at Los Altos, CA-based KK Wealth
Advisors, where I specialize in financial plan
ning for high net worth clients.
I have been attending the AICPA Personal
Financial Planning Conference every year
since 1994. While I look forward to the
Conference and reconnecting with the CPA
financial planners community every year, I
am particularly excited about the 2008
Conference. As a new member of the
Conference Planning Committee, I feel
enthusiastic not only as a contributor to the
agenda development, but, more importantly,
as a Conference attendee. Read on for some
of the Conference's highlights—and you'll
see why I'm eager for January to roll
around.

The Conference Committee expanded this
year, adding representatives from the two PFP
committees—PFP Executive and PFS
Credential. Our committee took a fresh look at
the Conference and decided to emphasize two
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themes—promoting a sense of community for
CPA Financial Planners and offering an
advanced technical track aimed at experi
enced practitioners. In fact, our emphasis on
more high-level sessions led us to rename the
event as the Advanced Personal Financial
Planning Conference.

Additionally, we felt it was important to main
tain Conference elements that have been suc
cessful in the past, such as networking
receptions and the Town Hall meeting, as
well as bringing back highly rated and regard
ed speakers.

Emphasizing Community
and Networking
Back by popular demand
The Town Hall was very well attended last
year. I really enjoyed getting to know col
leagues I had never met before at the roundtable and hearing about their practice models.
In 2008 we'll allot more time for this event,
which will conveniently precede the PFS
reception Sunday evening.

New this year
Networking Lounge: Many of us would
like to have more time to share ideas with
the speakers or in small groups, so some
speakers will stay around for small group
roundtable discussions. I plan to take
advantage of this opportunity to spend
informal time with speakers and other
practitioners with similar concerns.

PFP Networking Group: \Ne will introduce
this new initiative at the Conference.
Small groups of PFP practitioners will
meet periodically to share ideas and hear
speakers in a study-group format. The
first group will be formed and launched at
the Conference. Be among the first to
sign up—space will be limited.

Note: If you're unable to attend this
year's Conference and are interested in
the PFP Networking Group, please send
an e-mail to PFPnetworkgroup@aicpa.
org for more information.

Conference Agenda:
Top-Billing Events
I am looking forward to hearing many of
the slated speakers. Just a few of my
favorites as of this writing include a
keynote address on changing demograph
ics and how that will affect our practices;
popular returning speakers such as Jim
Shambo (I will listen to him speak on
most any topic) and Bob Keebler; and
high profile speakers on investment top
ics, behavioral finance, and more.

New this year
There will be four tracks: Wealth
Management, Practice Management,
PP/EC/Retirement, and Technical. This
variety should help each of us design a
program tailored to our specific interests.

Schedule changes: The regular confer
ence program starts early Monday morn
ing, with networking events and pre-con
ference workshops on Sunday. The

Conference begins a couple weeks later
than usual—on January 20—and is no
longer concurrent with some other con
ferences, allowing more flexibility to
secure speakers.
Finally, the Conference will be held in Las
Vegas at Caesar's Palace, conveniently
located to enjoy the nightlife. I am look
ing forward to seeing old friends and
meeting new ones in January.
About the Author: Karen Goodfriend, CPA,
MBA, PFS, CFP®, is a founding Principal
of KK Wealth Advisors, LLC in Los Altos,
California, where she provides personal
ized service to high net worth clients.
Worth Magazine selected Ms. Goodfriend
for its list of Best Financial Advisers five
times consecutively. She has previously
held senior management positions at
national and local accounting firms and
served as shareholder of a financial advi
sory firm. Contact her at
KGoodfriend@kkwlth.com.
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efined Benefit; Plans: A Tax Strategy for
High-Income Baby Boomers

Lisa Rae Dummer, JD, and Karen
Shapiro, PhD

While the press decries the demise of
large corporations' defined benefit (DB)
plans, the opposite trend is occurring in
DB plans for small businesses. For many
baby boomers now in prime earning
years, a DB plan can significantly
increase annual tax deductions, add $1
to $2 million in retirement assets over the
next 5 to 10 years, and even accelerate
the date of retirement.

Over the past seven years Congress has
passed a series of laws that increase the
flexibility and power of DB plans for highincome baby boomers. These changes
raise annual benefit amounts, broaden
the range of suitable participants, and
increase flexibility. For clients who are
self-employed, small business owners, or
professionals looking for higher deduc
tions and a way to build significant retire

ment savings over the last decade of
their careers, DB plans are more appeal
ing than ever before.

Starting Over
In the late 1990s, Congress recognized
that many Baby Boomers were inade
quately prepared for retirement and that a
DB plan could be the most effective way
to provide them retirement benefits.

DB plans allow an individual to select an
annual benefit—the amount that will be
paid out annually in retirement—taking
into account the individual's age, income,
and years to retirement. The individual
commits to make tax deductible contribu
tions to the plan annually, generally for 5
to 15 years, to accumulate enough to pay
out that benefit over his or her lifetime.
These plans are particularly attractive to
the self employed and to owners of 1- to
5-person companies, aged 45 to 70, who

can contribute and deduct from taxes
$100,000 or more annually, often 3 to 4
times the amount that they could con
tribute to other retirement plans.

To revive DB plans, effective January 1,
2000 Congress repealed IRC Section
415(e), which limited the maximum
annual amount highly compensated indi
viduals could receive at retirement (annu
al benefit) to 100% (the 1.0 Rule) of the
combined benefits under defined contri
bution (DC) and DB plans.
Section 415(e)'s repeal gave these individ
uals a fresh start. Even if they had funded
a DC plan for 30 years, they could open a
DB plan during their last ten career years
and fund to the maximum benefit.
Assuming the maximum annual benefit
under a DB plan is $90,000 and a normal
retirement age is 65, the maximum contri
bution under the law climbed from less
than $20,000 to over $79,000 after repeal.

Continued on next page
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Higher Benefits at an Earlier
Age
The passage of the Economic Growth and
Tax Relief Reconciliation Act of 2001 (EGTRRA) further enhanced the appeal of DB plans
by raising the maximum benefit from
$140,000 to $160,000 per year and lower
ing to 62 the Social Security retirement age
when a maximum benefit is payable. The
lower retirement age and increased benefits
mean that more money is necessary to pro
vide the promised benefits, thus increasing
the plan contribution and accompanying tax
deduction amounts.

Example: Dr. Jane, age 52, has always
earned enough and been able to afford to
contribute enough to provide for the maxi
mum benefit. With a Social Security retire
ment age of 65, a maximum benefit of
$140,000, and an assumed 5.5% rate of
return (the lowest rate currently allowed by
the IRS), Dr. Jane's annual contribution to a
DB plan was approximately $86,000.
Because the EGTRRA increased the maxi
mum benefit to $160,000 and lowered the
retirement age to 62, Dr. Jane could now
contribute in excess of $150,000. The
$20,000 increase in benefits and the 3-year
lowering of the retirement age raised her
annual tax deductible contribution by over
$60,000—an almost 75% increase.

2007—Maximum Benefit
Increases Again
The law also provides that these limits be
adjusted for increases in the Cost of Living
Index, which raised the 2007 maximum
annual benefit to $180,000. Today, Dr. Jane
could contribute and deduct more than
$169,000, approximately $83,000 more than
she could just 7 years ago.

Adding Flexibility Broadens
the Fit
Because DB plans obligate individuals to
contribute each year, many qualified indi
viduals, particularly those with fluctuating
incomes, have been reluctant to establish a
plan. Changes introduced under the
Pension Protection Act of 2006 (PPA) now
give individuals flexibility in addition to the
PFP PLANNER — September/October 2007

larger tax deductions available under DB
plans.

Pay More in Good Years
The PPA amended IRC Section 404(a)(1)(D) to
permit individuals to contribute and deduct up
to 150% of the plan's "current unfunded liabili
ty." This feature allows individuals to contribute
more in good years and less in other years.

If plan assets are zero (for a new plan) and
the Year 1 plan liability is $150,000, the
unfunded current liability (the excess of
benefits owed today over the assets avail
able today) is $150,000. In this case the indi
vidual could contribute from $150,000 to
$225,000 (150% of $150,000) and deduct the
full contribution. By contributing $225,000,
the individual could create a credit balance to
be "drawn against" in subsequent years.

Example: Charles, a patent attorney, estab
lishes a DB plan at age 52. His unfunded
current liability is $150,000, and in Year 1 he
contributes $225,000. In Year 2, his income
is not as high and he cannot afford to con
tribute the full required amount of $150,000.
He can elect to draw against the plan's cred
it balance and contribute anywhere between
$75,000 and $150,000.
The IRS limits the maximum contribution to
the DB plan to 100%—not 150%—of the cur
rent unfunded liability if the individual has
made a contribution of any amount to a DC
plan. Also, front loading of contributions dur
ing the plan's early years might reduce or
eliminate the future contributions permitted.
Since front loading could result in an overfunded plan and a taxable reversion if the plan
is terminated early, the plan actuary must
carefully monitor the plan to keep it on track.

Consider a "Combo"
Pairing a 401 (k) plan and a DB plan has been
a standard tool to provide flexibility and to
increase contributions since passage of the
EGTRRA. However, contributions to combined
DB and DC plans prior to the PPA were limit
ed to the greater of 25% of annual compensa
tion (up to the IRS compensation ceiling of
$225,000) or the DB plan contribution
amount. Since the DB plan contribution is gen
erally well in excess of 25% of compensation,

individuals who wanted the large contribution
allowed in a DB couldn't also use a DC.
The PPA exempts the first 6% of the DC con
tribution from the combined plan limits. A
business owner with income that fluctuates
now has the flexibility to set up a DB plan at
a lower amount and contribute to a DC in
higher income years.

Example: Jack, aged 55, the only employee
of his S corporation, receives an annual salary
of $200,000. Jack could establish a DB plan
with a maximum contribution of $184,766.
If Jack is hesitant to commit to an annual
contribution of $184,766, he could set up his
DB plan with a lower contribution, say
$150,000. When combined with a 401 (k)
plan that allows discretionary salary deferrals
up to $20,500, plus an additional $12,000 DC
contribution, Jack's total allowable contribu
tion is $182,500, but he is only obligated to
contribute $150,000. Jack has built-in a flexi
bility factor of 22% of the DB contribution.

Summary
Thanks to the latest regulatory changes, DB
plans are a potent source of tax savings and
future retirement benefits for the growing
number of high-income baby boomers who
are self-employed, small business owners,
or professionals. To take advantage of the
tax deduction for 2007, DB plans must be
opened by the fiscal year's end, December
31 for most companies.
About the Authors: Lisa Rae Dummer, JD, is
a senior plan consultant at Dedicated
Defined Benefit Services in San Francisco,
which specializes exclusively in providing
defined benefit plans for sole proprietorships
and small businesses. She is an ERISA attor
ney and has been consulting in the employee
benefits field for more than 25 years.
Karen Shapiro, PhD, is the CEO and co
founder of Dedicated DB. She has 25 years
of financial services experience, Including
senior vice president at Bank of America,
consultant, and internet strategist. Contact
Ms. Dummer at lisa.dummer@dedicateddb.com and Ms. Shapiro at
karen.shapiro@dedicated-db.com .

New Planner Feature: Financial
Literacy Corner
Michael Eisenberg, CPA/PFS

Last winter, my daughter blessed us with our
first grandchild. Megan has been the joy of
my life—inspiring "Grandpa" to indulge a bit
in toys, clothes, and other play things for her.
But Megan's birth has also made me think a
lot about the future, not only hers, but the
future of all Americans.
As I'm sure you're well aware, the financial lit
eracy and savings practices of Americans are
worrisome. In fact, the national savings rate is
at its lowest point since the Great Depression,
and many Americans report that they spend
more than they earn. As I consider these
scary statistics, I think of Megan's future.
Perhaps because her grandfather is a CPA and
a financial planner, she will make wiser choic
es. But what of all the other Americans—
young and old—who are headed toward or
are already on a destructive financial path?
That's where we come in. As CPA financial
planners, as parents and grandparents, we
can make a difference. We have a tremen
dous opportunity to educate and encourage
our fellow citizens to get on track financially
and correct the current course. We can help
them think about and plan for their future. We
can start a financial revolution. I'm calling on
all of you, my fellow CPA planners, to join
forces with me in this endeavor.

As you may know, in May 2004 the AICPA
launched a robust financial literacy initiative,
360 Degrees of Financial Literacy. This initia
tive sends the message that financial educa
tion should be a lifelong endeavor—from
encouraging children to save their allowances
to helping adults plan for a secure retirement.
The program's centerpiece is a website,
www.360financialliteracy.org, where you as

CPAs as well as your clients and other con
sumers can find extensive free resources to
help make sound financial decisions. The site
is free from all advertising, sales, promotions,
and branding.
In October 2006, the AICPA extended the
reach of the 360 initiative by partnering with
the Ad Council to implement Feed the Pig™,
a national public service announcement cam
paign. The campaign sends a wake-up call
that Americans aged 25 to 34 must start
making smart financial decisions or they will
find their long-term financial security at risk.

These programs offer tremendous opportuni
ties for CPAs to get involved. The AICPA has
a wealth of free, online resources and infor
mation at the CPA Financial Literacy Resource
Center, www.aicpa.org/financialliteracy, that
can aid you in outreach efforts. These
resources, including speeches and
PowerPoints with speaker's notes and hand
outs, make it easy for you to put together a
financial literacy education session for your
community. Just remember that these
resources are not about marketing your serv
ices—they are about volunteering, giving
back to the community that has given you
the opportunity to succeed.

In future issues of Planner I'll share with you
my own financial literacy experiences and
thoughts. I'll also tell you about the field-test
ed activities of CPAs who already are out
there volunteering to educate Americans. I
hope you'll join these and thousands of other
CPAs to help Americans get on the right
financial path.
Michael Eisenberg, CPA/PFS
Member, National CPA Financial
Literacy Program
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PFP & PFS Web Seminars
Date & Time

Topic

Presenter

September 26, 2007
@ 2:00pm EST

Retirement Planning: Psychological Issues Faced Upon
Transition

Ted Sarenski &
Dr. Tom Walsh

October 2007

Essential Methods for Adding Value to Your Estate
Planning Practice

In process

November 14, 2007

PrimePlus ElderCare Practice Models

Mitchell Freedman &
Michael Schulman

November 2007

DOL/PPA Seminar—Update & How It Impacts Our
Profession

In process

December 2007
(PFS Only)

Media/PR

David Colgren &
Brad Monterio

December 2007

Build & Run a Winning Financial Planning Practice—Best
Practices and Slips to Avoid

In process

In process

Navigation Through the Wide Assortment of PFP
Software

Steve Levey

For more information: Go to pfp.aicpa.org/Events/PFP+and+PFS+Web+Seminars.htm or log in to www.aicpa.org/PFP
and click on the Events tab.
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